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1, Juan Galan, affirm that, to the best of my knowledge and belief, the accompanying financial statements and
supplemental schedules pertaining to Banesto Securities, Inc., for the year ended December 31, 2007 are true and
correct. I further affirm that neither Banesto Securities, Inc. nor any officer or director has any proprietary interest in
any account classified solely as that of a customer.
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholder of
Banesto Securities, Inc.

We have audited the accompanying statement of financial condition of Banesto Securities, Inc. (an
indirect wholly owned subsidiary of Banco Espaniol de Crédito S.A.)} (the “Company”) as of

December 31, 2007, that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934,
This financial statement is the responsibility of the Company’s management. Qur responsibility is to
express an opinion on this financial statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit 1o obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes consideration
of internal control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, such statement of financial condition presents fairly, in all material respects, the financial

position of Banesto Securities, Inc. as of December 31, 2007, in conformity with accounting principles
generally accepted in the United States of America.

}X:\.orﬁc & Couae Low

February 28, 2008

Member of
Deloftte Touche Tohmatsu



BANESTO SECURITIES, INC.
(An Indirect Wholly Owned Subsidiary of Banco Espafiol de Crédito S.A.)

STATEMENT OF FINANCIAL CONDITION

AS OF DECEMBER 31, 2007

ASSETS

Cash and cash equivalents $ 3.246,765
Securities owned - at {air value 08,602
Receivable from clearing organization 46,594
Fixed assets—net of accumulated depreciation of $46.458 48,933
Deferred tax asset 46,072
Other assets 22,395
TOTAL ASSETS $ 3.509,361

LIABILITIES AND STOCKHOLDER'S EQUITY

LIABILITIES:
Accrued expenses and other liabilities $ 98,496
[icome tax pavable 4,536
Total liabilitics 103,032

STOCKHOLDER'S EQUITY:
Common stock ($.01 par, 10,000 shares authorized. issued

and outstanding) 100
Additional patd-in capital 2,299,900
Retained earnings 1,106,329

Total stockhoelder’s equity 3,406,329
TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY $ 3,509,361

See notes to financial statements,



BANESTO SECURITIES, INC.
(An Indirect Wholly Owned Subsidiary of Banco Espaiol de Crédito S.A:)

NOTES TO THE STATEMENT OF FINANCIAL CONDITION
AS OF DECEMBER 31, 2007

l.  ORGANIZATION

Banesio Securities, Inc., (the "Company™), incorporated on October 23, 2003, is wholly owned by
Hualle S.A. which is a wholly owned subsidiary of Banco Espariol de Crédito S.A. (the “*Parent”).
The Company’s ultimate parent is Banco Santander S.A. The Company is registered as a broker
dealer with the Sccurities and Exchange Commission ("SEC”) and ts a member of the Financial
Industry Regulatory Authority, Inc..

The Company’s principal business activity i1s brokering foreign and domestic equity and fixed
income securities. All securities transactions are cleared through an unaffiliated clearing broker,
Pershing LLC, on a lullv-disclosed basis and, accordingly. the Company does not carry any
customer accounts nor perform custody functions relating 1o its customers. The Company also
undertakes trading as a riskless principal in facilitating 1ts customers’ transactions.

2, SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation—The Company’s hnancial statements are presented in accordance with
accounting principles generally accepted in the Unned States of America ("US GAAP™).

Use of Estimares—In preparing the tinancial statements management makes estimates and
assumptions that may affect the reported amounts. Such estimates include assumptions used in
determining the fair value of financial instruments. income taxes, and certain amounts allocated
among affiliates. Actual results could differ from these estimates.

Casl and Cash Equivalents—The Company defines cash and cash equivalents (o be highly liquid
investments with original maturities of 90 days or less.

Secuvities Owned and Securities Sold, Not Yer Purclhased—Security transactions are recorded on a
trade date basts. Securities owned and securities sold short, not yet purchased, consist primarily of
debt secunitics and are recorded at fair value. The fair values of the securities are generally based on
observable market prices. The company had no securities sold. not yet purchased as at December 31,
2007.

Income Taxes—The Company accounts for income taxes in accordance with the provisions of
Statement of Financial Accounting Standards ("SFAS™) No. 109, Accounting for Income Taxes,
which requires that an asset and labtlity approach be applied in accounting for income taxes and
that deferred tax assets and labilities be reflected for temporary differences using tax rates expected
to be in cifect when such differences reverse. Deferred tax assets and liabilities are recognized for
the estimated future tax consequences atiributable to temporary differences between the financial
statement carrying amounts of existing asscts and liahilitics and thetr respective tax bases. In
assessing the realizability of deterred tax assets, management constders whether it is more likely
than not that some portion or all of the deferred 1ax assets will be realized.

Fixed Assets— Fixed assets are carried at hustorical cost, less accumulated depreciation,




New Accounting Pronouncements - At lanuary 1, 2007 the Company adopted Financial
Accounting Standards Board ("IFASB™) Interpretation No. 48, Accounting for Uncertainty in
Ineome taxes. an interpretation of FASE Statement No. 109 (“FIN 487), which scts out a framework
to determune the appropriate level of lax reserves for uncerlain 1ax positions. Pursuant 1o FIN 48, a
tax benelit is recogmzed t a position 1s more hikely than not 1o be sustained. FIN 48 provides
guidance on derecognition, classtfication, interest and penalties and also establishes disclosure
requirements o enhance transparency of tax reserves. The adoption of FIN 48 did not have a
material impact on the Company’s financial statements.

[n September 2000, the FASB issued SFAS No. 137, Fair Value Measurements ("SFAS No. 15377).
SFAS No. 157 defines fair value, establishes a framework for measuring fair value and expands
disclosures about fair value measurements. In addition, SFAS No. 157 disallows the use of block
discounts and requires the Company 10 consider its own credit spreads when measuring fair value of
liabilities, including derivatives. SFAS No. 137 1s effective for the Company on January 1, 2008.
The adoption did not have a matenal impact on the Company’s financial statements.

In February 2007 the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities ("SFAS No. 1597). SFAS No.159 provides a “Fair Value Option™ under which
a company may irrevocably elect fair value as the inttial and subsequent measurement attribute for
certain tinancial asscts and liabilities. This Fair Value Option will be available on a contract-by-
contract basis with changes in fair value recognized in earnings as those changes occur. SFAS No.
159 is effective for the Company on January 1. 2008. The adoption did not have a material impact
on the Company’s financial statements.

TRANSACTIONS WITH RELATED PARTIES

During the normal course of business, Banco Espariol de Crédito S.A.. New York Branch (the
“Branch™), provides services 1o the Company. The Branch and the Company have a service
agreement whereby the Branch provides personnel, premises, and operational support, etc. services

to the Comnpany, The Company had a cash balance of $46,765 with the Branch at December 31,
2007.

RECEIVABLE FROM CLEARING ORGANIZATION

Receivable from clearing organization represents the balance on deposit and other receivables, with
the Company’s clearing broker, Pershing LLC, totaling $46,594.

SECURITIES OWNED

As of December 31, 2007, the Company has security positions in two foreign corporate bonds
denominated in U.S. dollars totaling $98,602.

SUBORDINATED BORROWINGS

On August 7, 2007, the Company prepaid its subordinated borrowings of $400,000 obtained [rom
the Branch. The prepayment was approved by the Company’s regulators.

INCOME TAXES

As of December 31, 2007, the Company has deferred tax assets o $46,072. which resulted from
temporary differences relating to amortization of start up costs. The Company has determined that it



1s more likely than not that the deferred tax asset will be realized and therefore there is no valuation
allowance against the deferred tax asset.

The Company adopted FIN4S at January 1, 2007 and had no uncertain tax positions as of that date,
during the year. or as of December 31, 2007, The Company’s open tax year examinations by major
jurisdictions are tax years ended December 31, 2004 and forward for Federal, New York State, and
New York City purposes. The Company’s policy on classification of interest and penalties related
to uncertain tax positions is that such interest and penalties are classified as income taxes.

OFF-BALANCE SHEET RISK AND CONCENTRATION OF CREDIT RISK

In the normal course of business, the Company’s activities involve executions of various securities
transactions as agent. These activities may expose the Company to risk in the event counterparties
are unable o fulfill contractual obligations. The Company’'s counterparties include its customers and
other brokers and dealers.

The Company may be exposed to a risk of loss not reflected in the statement of financial condition
for securities sold, but not yet purchased should the value of such securities rise. Further, the
Company 1s exposed 10 off-balance sheet risk of loss on unsettled transactions in the event
customers are unable to fulfill contractual obligations.

The Company’s customer securities activities are transacted only on a cash basis. The Company
does not extend credit to its clients. If clients wish to borrow using their portfolios as collateral, the
Company introduces them to the Branch, thereby allowing customers credit facilines through the
Branch. In those cases in which a client wishes to borrow using his portfolio as collateral, the
Company and the Branch have perfecied a security airangement under which the chent’s portlolio ts
collateralized to the Branch.

NET CAPITAL REQUIREMENTS

The Company 1s subject to the Securities and Exchange Commission Uniform Net Capital Rule
(SEC Rule 15¢3-1) {""the Rule™) of the Securities Exchange Act of 1934, which requires the
maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to the net
capttal, both as defined, shall not exceed 15 to 1. The Company has elected to use the basic method
permitted by Rule 15¢3-1, which requires that the Company mamtain minimum net capital, as
defined, equal to the greater of $25,000 or 6 2/3% of aggregate indebtedness. At December 31,
2007, the Company has net capital of $3,260,298, which is $3,235,298 in excess of required
minimum net capital of $25,000 and its ratio of aggregate indebtedness to net capital was .03 to 1.

The Company follows the guidance prescribed in a SEC No-Action Letter (the “Letter™), dated
November 3, 1998, which allows introducing broker dealers to include assets in the proprietary
account of an introducing broker dealer (“PAIB assets™) as allowable assets in their net capital
computations, providing the clearing broker dealer establishes a separate reserve account for PAIB
assets in accordance with SEC Rule 15¢3-3, and both the mntroducing broker dealer and the clearing
broker dealer enter into a written agreement in accordance with the Letter.

COMDMITMENTS AND CONTINGENCIES

Litigation—In the normal course ot business. the Company may be subject to ltigation. As of
December 31§, 2007, there were no pending legal actions against the Company.,



Guarantees—In the ordinary course of business, the Company’s clearing agrecments might have a
ceriam element of guarantee that meets the accounting definition of guarantee under FASB
Interpretation No. 45, Guarantor's Accounting and Disclosure Requirements for Guaramees,
Including Indirect Guarantees of Indebteduess of Others. The Company performs securities
execution on behali of its clients for whom it commits (o setile with the applicable ¢learinghouse or
broker-deater, The Company’s liability under these arrangements is not quantifiable and could

“exceed any cash deposit made by a client. However, the poténtial for the Company to be required to

make unreimbursed payments under these amrangements is remote due to the contractual
requirements associated with clients” activity. Accordingly, no contingent liability 1s carried on the
statement of Ninancial condition lor these transactions.

FAIR VALUE OF FINANCIAL INSTRUMENTS
Substantially all ot the Company’s assets, primarily securities owned, and liabilities are camied at

fair value or contracted amounts which approximate fair value. The Company’s liabilities, such as
payables, are recorded at amounts approximating fair value.

* & ¥k * ¥ k
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Deloitte.

Deloitte & Touche LLP

Two World Financial Center
New York, NY 10281-1314
USA

Tel: +1 212 436 2000
Fax: +1 212 436 5000
www.deloitte.com

February 28, 2008

Banesto Securittes, Inc.
730 Fifth Avenue
New York, New York

In planning and performing our audit of the financial statements of Banesto Securities, Inc. (an indirect
wholly owned subsidiary of Banco Espafiol de Crédito S.A.) (the “Company”) as of and for the year
ended December 31, 2007 (on which we issued our report dated February 28, 2008), in accordance with
auditing standards generally accepted in the United States of America, we considered the Company’s
internal contro! over financial reporting (internal control) as a basis for designing our auditing procedures
for the purpose of expressing an opinion on the financial statements, but not for the purpose of expressing
an opinion on the effectiveness of the Company's internal control. Accordingly, we do not express an
opinion on the effectiveness of the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (the “SEC”), we have
made a study of the practices and procedures followed by the Company, including consideration of
control activities for safeguarding securities. This study included tests of compliance with such practices
and procedures that we considered relevant to the objectives stated in Rule 17a-5(g) in making the
periodic computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11) and for
determining compliance with the exemptive provisions of Rule 15¢3-3. We did not review the practices
and procedures followed by the Company in making the quarterly securities examinations, counts,
verifications, and comparisons, and the recordation of differences required by Rule 17a-13 or in
complying with the requirements for prompt payment for securities under Section 8 of Regulation T of
the Board of Governors of the Federal Reserve System, because the Company does not carry securities
accounts for customers or perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of controls
and of the practices and procedures referred to in the preceding paragraph and to assess whether those
practices and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two of the
objectives of internal control and the practices and procedures are to provide management with
reasonable but not absolute assurance that assets for which the Company has responsibility are
safeguarded against loss from unauthorized use or disposition, and that transactions are executed in
accordance with management's authorization and recorded properly to permit preparation of financial
statements in conformity with accounting principles generally accepted in the United States of Amenica.
Rule 17a-5(g) hsts additional objectives of the practices and procedures listed in the preceding paragraph.

Member of
Deloitte Touche Tohmatsu



Because of inherent limitations in internal control and the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future periods
is subject to the risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

A control deficiency exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that there
is more than a remote likelihood that a misstatement of the entity’s financial statements that is more than
inconsequential will not be prevented or detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in
more than a remote likelihood that a material misstatement of the financial statements will not be
prevented or detected by the entity’s internal control.

Our consideration of internal control was for the limited purpose described in the first and second
paragraphs and would not necessarily identify all deficiencies in internal control that might be material
weaknesses. We did not identify any deficiencies in internal control and control activities for
safeguarding securitics that we consider to be material weaknesses, as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with the
Securities Exchange Act of 1934 and related regulations, and that practices and procedures that do not
accomplish such objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, we believe that the Company's practices and procedures,
as described in the second paragraph of this report, were adequate at December 31, 2007, to meet the
SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
Securities and Exchange Commission, the Financial Industry Regulatory Authority, Inc. and other
regulatory agencies that rely on Rule 17a-5(g) under the Securities Exchange Act of 1934 in their
regulation of registered brokers and dealers, and is not intended to be and should not be used by anyone
other than these specified parties.

Yours truly,
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